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Our two most important written opinions concerning

local exchange ser ice competition have been Order No. 71155,

issued in Phase I 01 April 25, 1994, and Order No. 71485, issued

in Case No. 8587 on October 5, 1994. Even though these decisions

were issued only si> months apart, the focus of our discussion of

interconnection ratfs in Order No. 71485 is quite different from

that contained in Order No. 71155.

As noted earlier, in Order No. 71155 our concerns

centered on two thE mes : making sure that the interconnection

rate was low enough :hat competition could occur; and making sure

that the rate paid B\-MD provided it with contribution sufficient

to prevent rates fron rising for residential and rural customers.

Thus, in Phase II, (,ell Atlantic is prone to cite language from

Order No. 71155 tha' is most favorable to its position in this

proceeding. For ins:ance, at 85 Md. PSC 60, we stated that:

a competitive carrier should be
required 0 make a contribution to that
portion of the joint and common costs of the
ubiquitous network that was heretofore
provided bl the local business service which
the incunbent carrier will lose to
compet. it io,

Bell Atlaltic apparently interprets this and other

language in Order Nc. 71155 as countenancing an interconnection

rate that compensat~s BA-MD for its j oint and common costs,

investment in outmo( ed plant, subsidies to rural areas of the

state, and taxes not captured in its incremental cost analysis,

among other items, a proposed by its witnesses. Bell Atlantic's

analysis presumes th t we intended, in Order No. 71155, that for
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every 1ine served b { a co-carrier, the co-carrier should pay

BA-MO an amount eq'al to Bell Atlantic's "cost of ubiquity"

divided by the current number of access lines served by BA-MO.

While the language BA-MO cites from Order No. 71155

does not foreclose .:uch a result, other language in that Order

demonstrates that Fell Atlantic's interpretation was not our

intention. For example, at 85 Md. PSC 60, we noted, in the

sentence immediately following the language reprinted above, that

we disagreed with BA-MO's position on what constitutes a

reasonable contribution. Later on that same page, we observed

that we shared concerns expressed by some parties that BA-MD' s

proposed rates wouLd result in an unduly high contribution

element. Finally, as also noted previously, we rejected Bell

Atlantic's proposed rate structure and some of the rate elements.

In recognition of our rejection of its proposal in

Phase I, BA-MO presents in Phase II what it says is a different

interconnection pronosal. In Phase I, BA-MD proposed recovering

its incremental costs of providing interconnection and a

substantial portior of the contribution that BA-MO would lose

when it loses a C Istomer to a co-carrier. In Phase II , its

interconnection prcposal would recover the incremental costs of

interconnection, p]us shared and common costs, subsidies to rural

areas, investment n outmoded plant, additional taxes, and other

costs. Thus, Bel] Atlantic stresses that its Phase I proposal

was designed to ref over contribution, while its Phase II proposal

LS intended for the different purpose of recovering jvint,

(~ommon, and other ·osts.
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There are wo significant problems with BA-MO's current

proposal. First, i1 Phase I, BA-MD witnesses Kahn and Taylor

presented a competit .ve parity/efficient market justification for

its interconnection rate proposal. The Kahn/Taylor theory

posited that a can ier entering BA-MD I S local service markets

should provide to B~-MO the same level of contribution, for each

customer served, th it BA-MO itself earned from that customer.

The per line cOS's and contribution that BA-MO proposed

recovering in Phase 14amounted to $34.95 per month.

In rejectilg this proposal, we expressed agreement with

several opinions f the Federal Communications Commission

("FCC") . The FCC had noted that the application of the

Kahn/Taylor theory r~duces the benefits that competition can make

available to corsumers, and that the theory forces

interconnectors to bear a significant portion of overheads,

reSUlting in an unduLy high contribution element.

In Phase II, Dr. Taylor, instead of advocating the

efficient market ttreory again, presents a different basis for

BA-MO's proposal, i1 line with his reading of our precedent in

Phase I. As noted ~bove, to fulfill this interpretation of the

precedent, Ms. Bear i calculates Bell Atlantic's fixed, common,

and other costs, :i ncluding unrecovered taxes and depreciation

expense associated with outmoded plant, and subsidies that it

claims flow to SOID", Maryland counties. Mr. Gilbert proposes

14 In Phase I, Bell Atlantic proposed recovering existing levels of
contribution provided t ( the following serVJ<:es: local dial tone line; local
usage; LntraLATA toll; nd intrastate acces
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recovering some of these costs on an MOU basis and the rest on a

per line basis, and jevises the first two parts of his three-part

interconnection rate to recover them.

In the course of justifying BA-MD's approach,

Dr. Taylor testifi~d that "an equally-efficient, similarly-

situated competitor that served Maryland ubiquitously . . would

also incur these ~osts " However, one way that

competition works to ensure the lowest possible prices is by

forcing competitors to be as efficient as they can. Accordingly,

one goal of a conpetitive local exchange market is greater

efficiencies, not efficiencies equal to those currently achieved.

The econonists in Phase I and Case No. 8587 were

unanimous in the oplnion that free market competition is superior

to regulation in dJ iving rates toward costs and in maximizing

service offerings tJ the public. Where there is no compelling

purpose in foreclosJng competitors from a market,lS it is evident

that we should adopt interconnection policies and rates that make

competition possiblf .

This points to the second problem with BA-MD's proposed

rates. In Phase 1, stating it needed to recover existing levels

of contribution, Be 1 Atlantic sought to recover $34.85 per line

from its competitor;. In Phase II, stating it needs to recover

existing levels of costs, the resu 1 t is practically the same.

The combination of Mr. Gilbert I s MOD charges, the offsets for

15 As indicated above nd in Phase I, the Commission is without jurisdiction
to foreclose competiti ,n from such services as cellular and other wireless
formats.
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interconnection ratEs BA-MD expects to pay to co-carriers and the

average per line rate amounts to about $30.00 per line.

According y, while we appreciate BA-MD's efforts to

comport its Phase r I proposal with our guidance contained in

Order No. 71155, we conclude that Bell Atlantic's proposal misses

the mark. Our lar guage in Phase I expresses an interest in

allowing "a contribltion to,." not recovery of, BA-MD's joint and

common costs in an interconnection rate. The precedent certainly

does not support BAMD' s proposal to recover joint, common, and

other costs many mu 1tiples in excess of the actual incremental

cost of interconnect ion.

Moreover, "" reading of Order No. 71485 discloses that

six months after the issuance of our Phase I Order, we

distinguished betwef n, and completely separated, the issue of

ensuring that BA-Mr recovered a fair share of its joint and

common costs in its rate for interconnection, and the issue of

ensuring universal s~rvice. More specifically, we said that:

. a; a result of this proceeding, the
components of interconnection rates have
become mOle clearly defined. The issue of
recovering fixed and common costs is separate
from the issue of maintaining subsidies
considered necessary to preserve universal
service. We do not consider a TSLRIC mark­
up, for j ixed and common costs, to be a
component )f universal service funding. Such
a mark-up is important for accurate cost­
based rab making" Iff ixed costs are not
properly allocated to all services which are
provided y a carrier, some services will
have to . houlder an unfair allocation of
common co: ts. Whi Ie this may put upward
pressure c '. such rates, it is an issue that
is distir:t and separate from universal
service su )port. 85 Md. PS~ at 215.
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16-220 of Order No. 71485, we went on to

discuss universal :;ervice, and stated that we anticipated

instituting a proceeding in the future on universal service

issues. We then sa.d that the cost studies to be presented in

Phase II would anSWI~r questions about whether residential rates

cover incremental, shared, and common costs, and whether

additional revenues need to be obtained from a universal service

funding mechanism.

According1r, we have stated clearly that universal

service consideraticns are to be dealt with separately in another

d
. 16procee 1ng. ~ny 1lark-up above the long run incremental costs

of interconnection ,s to be set at a level designed to ensure

that a carrier rec< Ivers a fair share of its joint and common

costs. The mark-up has nothing to do with helping BA-MD recover

its joint and comml n costs at a level sufficient to allow it,

wi th no addi tiona 1 efficiency efforts of its own, to maintain

rates at levels nec~ssary to ensure universal service. Instead,

whether any subsidy is needed to ensure universal service, and

the amount of the subsidy, if any, will be determined in a

universal service p~oceeding.

In Order ~o. 71485, we also said that in Phase II cost

allocation analysi; was to be presented that would allow a

determination of wtether residential rates produce revenues that

cover incremental costs, whether those rates produce an equitable

16 Indeed, the Commiss on, by this Order, t.oday institutes a universal service
proceeding.
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contribution to I: A-MD' s fixed and common costs, whether

additional revenue~ are needed for residential service, and

whether such addieiona I revenues should be obtained from

universal service finding. Id. at 215-216.

The cost information l
? presented by BA-MD in Phase II

shows that it gener, lly earns more from urban areas, and business

customers, than ..
1 does from rural areas, and residential

customers. However Bell Atlantic's own information also shows

that, on a total selvice basis, BA-MD more than covers its direct

incremental costs (f business and residential service in every

county in the state

According y, we affirm our decision to entrust

universal service S Jpport issues to a separate proceeding. We

will consider inter~onnection rate issues in this proceeding in

the context of appr)priate ratemaking treatment of a service

interconnection that is absolutely essential to the

establishment and I.evelopment of a network of local exchange

networks in the ;tate. Universal service issues can be

considered in another proceeding which, by this Order, the

commission institut. s.

Important y, the decision to institute a universal

service proceeding ioes not include in it a predetermination that

a universal servic. fee of some sort will be necessary. The

17 It should be noted here that some parties dispute the accuracy of the cost
studies, contentions
issues. Therefore,
Subsidy levels, if
proceeding.

de lied by SA-MD.
th"re is no need

alY, will be

Most of the disputes pertain to E~bsidy

to resolve the disputes at this time.
determLoed in the universal service
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determination that a fee is necessary, if at all, will be made in

the universal service proceeding. The level of support and the

size of the fee, if any, also will be determined there. If a

subsidy is needed, we also will determine how it should be

collected and to who~ it should flow.

Additionally, in that proceeding we expect to have

before us other ootions for maintaining Maryland's current

telephone service sUbscription ratio of 95 percent of households.

Further,

examine any other

n the universal service proceeding we will

elevant factors that the parties may raise

pertaining to wheth '?r a special level of support is needed for

BA-MD to serve some customers. However, the evidence presented

in this proceeding leaves us believing that far from being a

negative factor in Lts operations, the ubiquitous nature of Bell

Atlantic's network Ln Maryland presents BA-MD with marketing and

business advantage~ not enjoyed by its competitors. We also

believe that the a ::celerated growth in telephone numbers, most

graphically demonstrated by the need to adopt new area codes in

the state four tiJ1,es sooner than Bell Atlantic anticipated in

1990, will provide BA-MD with opportunities for growth even if

competitors capturE some share of the market.

Having rf jected Bell Atlantic's proposed rate structure

and rates for co-c;rriers to interconnect with BA-MD, we now turn

to a discussion of the remaining interconnection rate proposals.

First, with the separation of universal service considerations

from other conside-ations relevant to the development of a proper

interconnection I Ite, much of t.he impetus for aSYmmetrical
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interconnection rate s is mooted. Additionally, while BA-MD is

entitled to recovery of a share of its joint and common costs in

the rate for interconnection, we were quite clear in Order

No. 71485 that the ~ntitlement only arises out of adherence to

proper cost-based ra .emaking principles. Furthermore, while Bell

Atlantic is entitled to recover some of its joint and common

costs in its interc( nnection rate, 1ts competitors are entitled

to recovery of some of their joint and common costs in their

interconnection rate;, out of adherence to the same ratemaking

principles.

Finally, 11 Order No. 71155 and Order No. 71485 we

agreed with the prir~iple that a carrier's interconnection rate

should be pegged t) its costs of providing interconnection

service .. The record in this proceeding reflects: (1) that all

carriers have sin ilar long run incremental costs of

interconnection, because they utilize similar facilities to

complete calls; and (2) that all carriers will need to recover

j oint and common cos:s if they are to remain in business. For

these reasons, and because any special revenue requirements

carriers may have in order to maintain universal service in the

state will be considered in another proceeding, we determine that

a reciprocal intercornection rate structure should be used.

A reciproc 11 interconnection rate can follow one of

several forms. It can be applied on a minutes-of-use basis, on a

flat-rated basis, or it can be accompl ished through no rate at

all. This last opticn, of course, 1S the bill-and-keep option.
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Bill-and-kEep refers to a system of mutual traffic

exchange. Accordinlly, carrier A agrees to terminate calls

placed to its custoTlers by customers of carrier B, in exchange

for carrier B terminating calls placed to its customers by

customers of carrier A. The term "bill-and-keep" refers to the

fact that under this system a carrier bills its own customers for

the calls they make, and keeps all of those revenues for itself.

Thus, an advantage :0 bill-and-keep is that a carrier does not

need to assess anot\er carrier interconnection charges based on

minutes of use. Nlr do they have to audit and verify minutes

of use. Therefore, bill-and-keep is particularly efficient and

easy and inexpensiv' > to administer.

Phase T. Id. at 56

We recognized this fact in

Bill-and-}eep is a type of reciprocal, symmetrical

interconnection rat~ structure, because both carriers get the

same rate, namely ~o, for terminating each other I s calls. In

this system, a car -ier covers its direct costs associated with

terminating calls O~ its network, whether those calls were placed

by its own or another carrier's customers, out of the revenues it

rece i ves from its own customers. Thus, another advantage to

bill-and-keep is :hat it enables the carrier that can most

cheaply terminate calls to lower its prices, a benefit to

consumers. In fact, since any rate for interconnection

establishes a pric;' floor under which a carrier cannot profitably

provide service, s~tting the interconnection price floor at zero,

as bill-and-keep d)es, maximizes competitive forces.
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BA-MD righ t.ly observes that we rejected bill-and-keep

in Phase I. There I Ie sa id that:

BA-Md. acknowledges thatMFS-I should be able
to charge for access to its network, just as
BA-Md. does, but argues that MFS-I's rates
should be based on MFS-I's costs. Our
agreement with this proposition constitutes
one reasor why we reject the bill-and-keep
approach i1 this case. Moreover, as it will
be some time before traffic will flow in
equal volt.me in both directions, we agree
that, although efficient, the bill-and-keep
approach flr charging for terminating traffic
should be ~ejected at this time. 85 Md. PSC
at 56.

However, our earlie1 d :tcrmination in this Order that carriers

bear similar direct incremental interconnection costs moots the

Phase I presumptioJ that carriers have differing costs of

interconnection.

This leave; the possibility of unequal traffic flows as

a reason remaining fJr supportiny our previous decision rejecting

bill-and-keep. If traffic flows are uneven, one carrier will

incur a disproport onate share of termination costs without

compensation.

Another 0 )tion presented for our consideration is a

specif ic interconne ~tion rate, to be appl ied to all carriers

equally. A specif c reciprocal and symmetrical rate leads to

results similar, but not identical, to those obtained by bill-

and-keep. The advantage of this method over bill-and-keep

materializes if trajfic volumes are not equal. The disadvantages

are that billing imloses costs on all carriers, and that any rate
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above zero establishes a price floor that cannot be competed

away.

The most developed, specific interconnection rate

proposal from a par~.y other than Bell Atlantic is presented by

staff witness Waldat. In his direct testimony, he calculates a

per minute terminat on cost to BA-MD of 0.6 cents per minute,

inclusive of direct, shared, common costs, and contribution. He

further proposes cap~ing the rate BA-MD would pay to a co-carrier

at 0.6 cents/MOV.

After som'i~ parties, including Bell Atlantic, stated

that interconnectiol rates should be different depending on

whether a carrier t(rminates calls at a BA-MD tandem switch or a

BA-MD end office, M-. Waldau revised his proposal. In rebuttal

testimony / he calcllates the total direct and shared costs of

terminating a call at a tandem, then marks up that sum by

16 percent to refle~t contribution to BA-MD I S common costs. He

states this level (f markup reflects Ms. Beard1s testimony that

common costs represmt 16 percent of Bell Atlantic I s total direct

and shared costs. The calculation of direct, shared and common

costs is less th~n half of his proposed rate for tandem

interconnection of 0.6 cents/Mou. lS Therefore, he notes that his

proposed 0.6 cents/MOU tandem interconnection rate contains

substantia I addit il ,nal contr ibution to BA-MD I S common costs, and

that the rate slould be considered the maximum rate the

Commission should 'onsider.

18 The actual coat a fi r tandem and end office interconnection are proprietary
and will not be printEd here.
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Employing :he same methodology used to determine tandem

interconnection cost;, Mr. Waldau arrives at a maximum end office

interconnection rat~ of 0.4 cents/MOD. He testified that

carriers interconne( ting directly to a BA-MD end office would

generate fewer cost s to the Bell Atlantic system than would

carriers interconnec ting only at a tandem, thus explaining the

difference between his tandem and end office interconnection

rates.

On brief, the Office of People's Counsel supports

staff's interconnec.ion rates. It believes them to be the

fairest to all part rs, and sufficient to protect the interests

of residential rateplyers.

As noted previously, Bell Atlantic criticizes

symmetrical interconnection rates and contends that Staff's

proposed rates for nterconnection with BA-MD are much too low.

It does, however, slpport an interconnection rate that it would

pay to co-carriers of 0.5 cents/MOD, based on Mr. Gilbert's

assumptions about tte co-carriers' costs.

Some of :he other parties question the setting of

tandem and end offi~e interconnection rates at different levels.

Additionally, some l,arties question the setting of tandem and end

office interconnect on rates at levels more than double the costs

(direct, shared and common) of providing interconnection. They

would prefer the raes to be set at, or at least closer to, cost.
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After cons dering the record, we adopt a rate structure

substantially the same as that proposed by staff. 19 BA-MD will

be allowed to charge one rate for co-carrier interconnection at a

Bell Atlantic end oZf ice, and another for interconnection at a

Bell Atlantic tandem. The rates for residential interconnection

service shall be thf same as those for business interconnection

service.

We have carefully considered the rate Bell Atlantic

will pay co-carrier 5 for interconnection with their networks.

Since co-carriers de not mirror BA-MD's network configuration of

tandem switches and end offices, but instead have, in effect, a

switch that serve~ both tandem and end office functions,

establishing a rate that is sYmmetrical with the rate co-carriers

will pay to Bell At antic is problematical.

Legitimat. cases can be made for a co-carrier's

termination rate :hat equals BA-MD's rate for end office

interconnection, Bell Atlantic's rate for tandem

interconnection, or some blending of those two rates. In order

to provide incentives for co-carriers to build out their

networks, we find that the rate BA-MD will pay to co-carriers

should equal the ] ate co-carriers pay for interconnection with

Bell Atlantic's en( offices.

In deter nining the rates to be appl ied, as stated in

Order No. 71485 we believe it is appropriate to set

interconnection ra tes at levels that allow carriers to recover

19 We decline to acce~ bill-and-keep, at this time, because we believe that
the evidence concerni Ig traffic volumes is not substantial enough for us to
rely on traffic being balanced.
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their direct, joint and common costs. We also recognize that

determining and allocating a company's costs of providing

services, especially the costs common to all of those services,

is not a matter of pure mathematics.

required as well.

Considerable jUdgment is

The maximun rates proposed by Mr. Waldau exceed BA-MD's

direct and shared c )sts of providing interconnection by a wide

margin. His maximum rates also exceed, by a factor of more than

100 percent, the su n of BA-MD' s direct, shared, and a healthy

allocation of comme n costs. We want to be conservative in

setting cost-based Jnterconnection rates, in order to recognize

the jUdgmental natUJ e of the cost determination and allocation

process. However, ~e believe that an essential service such as

interconnection shou~d not be priced at a premium. Accordingly,

after weighing these considerations, we adopt a rate of

0.5 cents/MOU for interconnection at BA-MD's tandems and

0.3 cents/MOU for i lterconnection at its end offices. BA-MD

shall pay MFSI-MD ard other new local service entrants the same

0.3 cents/MOU rate f,r termination of calls on their networks.

We note t lat TCG proffers a flat-rated port option.

Under this option, a carrier would determine the number of ports

it would need to ~. rovide suff icient busy-hour interconnection

capacity with a comp~titor's system and would pay a flat rate per

port. staff supporfs a finding that carriers should be allowed

to use this opt.ion as an alternative to a minutes-of-use-based

rate.
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We do not mandate the offering of this option at this

time. The majorit { of the parties prefer a MOU-based rate

structure to a flat ~ate. Additionally, we are taking many steps

to encourage local exchange competition in this Order, and TCG's

proposal, we believE, constitutes one variable too many at this

time. We believe:he interconnection rates contained in this

Order are reasonabl' ~ and will permit new entrants to undertake

observe the reactior and operation of the competitive markets to

the provision of 10 ::al exchange service. Accordingly, we will

the MOU-based rates and our other decisions herein before

reconsidering mandating a flat-rate option. However, we are not

opposed to considering voluntary agreements between carriers that

provide for the use of this or other interconnection options.

As a fintl observation on interconnection of local

exchange networks, we realize that future conditions could

require changes to the interconnection policies and rates adopted

herein. Moreover, it is possible that all local exchange

carriers could be slbjected to universal service fees, depending

on the outcome of the universal service proceeding. We also

trust that Bell Atl\ntic will notify us if its ability to provide

service at reasonalle rates to Marylanders becomes jeopardized.

However, we belieVE: the more likely scenario will be similar to

that realized when the toll markets were opened to competition:

There, while mark~t leader AT&T saw its huge market share

diminished, the tr"mendous stimulation applied to the market by

competition resultEd in a vast increase in toll calling, revenue

growth for the ind Istry as a whole.! including AT&T, and falling
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prices for consumers. Thus, we are incl ined to believe that

while BA-MD will lose some existing customers to co-carriers, the

competitive spur wi 1 provide an incentive to be more efficient

and will increase Eell Atlantic's focus on price and service,

resulting in new bUEiness growth that will more than offset any

losses.

c. Dial Tone Line unbundling

In Phase 1, MFSI-MD asked us to unbundle BA-MD's dial

tone line ("DTL") fccilities into "links" 20and "ports," and to

allow MFSI-MD to re~ ell the unbundled facilities. In Phase I,

BA-MD said it was te,hnically feasible to provide interconnection

to either links or 1,orts on an unbundled basis but argued that

the record was im uff icient to order unbundling. MFSI-MD

concurred that prici Ig of unbundled links and ports should await

Phase II.

In Order ~o. 71155, we approved DTL unbundling on a

conceptual basis. r owever, we deferred other decisions on DTL

unbundling to Phase .. I, where we would have better information on

implementation and rete issues. 85 Md. PSC at 54.

In Februar 1995, MFSI-MD and BA-MD undertook a joint

test of the techni ~al and operational aspects of providing

unbundled voice-gradt business dial tone lines in Maryland. The

20 A link is the transm ssion path between the customer's premises and the
central office serving hat customer, while a port is the central office
equipment that connects the link to the SWItch, provides a dial tone and
associates a unique teleI. ,one number t.o the ilk
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two parties anticipa~ed finishing the trial by June 1, 1995, but

were unable to do so. At MFSI-MD's request, the test was

extended to September 1, 1995, which was after the close of the

record in this proceeding.

Thereafter on November 20, 1995, BA-MD filed a report

detailing the resul ~ s of the trial. On or near that date, it

also filed TransmJttal No. 939 and Transmittal No. 941,

containing tariffs ~roposing rates and regulations for unbundled

business links and services to connect them to a co-carrier' s

collocated facilitifs. On November 22, 1995, MFSI-MD filed a

letter protesting Bt\-MD's unilateral filing of the unbundling

study. MFSI-MD disa~owed the report's representations concerning

events during the trial and the conclusions to be drawn from it.

At the Adninistrative Meeting of December 20, 1995, we

rejected Bell Atlantic's proposed tariffs contained in

Transmittal Nos. 93" and 941. BA-MD is herein directed to file

new tariffs allowir g for the purchase of unbundled links and

ports, with terms clnsistent with the quidance contained in this

Order.

The recorl in Phase II is insufficient to allow us to

conclusively detern ine all issues pertaining to rates for and

terms and condition; of unbundled links and ports. However, the

record is sufficien to allow us to make some findings and to set

some interim terms and rates. First, the parties have followed

our Phase I decisJ::m approving the unbundl ing of BA-MD' s DTLs
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into links and 21por:s. Second, the parties agree on which

network functionalit es are associated with an unbundled link,

22and which ones are a~sociated with an unbundled port.

Third, the parties agree that, generally, the price of

unbundled links and! lorts should be set at rates that cover long

run incremental costs plus a contribution to BA-MD' s joint and

common costs, which s acceptable to us. 23 We anticipate pricing

unbundled links and ports consistent with this general concept.

Also to be determinE dare: whether buyers of large numbers of

unbundled links and )orts should receive lower rates than buyers

of few links and p )rts; whether and under what circumstances

links are essential facilities; prices or pricing standards for

"non-essential" lin:\< s, if we decide that some links are non-

21 In Phase I, we establ shed that Phase II unbundling issues would be limited
to those concerning the Jrovision of unbundled links and ports. In Phase II,
AT&T advances the unbundling of BA-MO's network into basic network functions,
or "BNFs." Staff believ,;!s we should investigate this idea, but in a separate
proceeding, not here. Since work remains to be done on the pricing of
unbundled links and port a, we decline to act, on further unbundling issues at
thls time.

22 Staff witness Starkey provided concise descriptions of these
functionalities, with whcch BA-MO and HFSI-HD expressed substantial agreement.
Accordingly, we adopt, .t this time, a functional definition of an unbundled
link as including aU transport features, including the provision and
maintenance of a physicel or vertical pathway from the customer's premises up
to a local exchange c.,mpany·s ("LEe") horizontal distribution frame. An
unbundled port, on the other hand, shall include the switching and usage
features contained in HI. Starkey'S description of an unbundled port. In this
way, aU of the functic ns included within bundled DTL service shall be made
available in one of the two unbundled components

23 The parties seem to , l.sagree on whether this pricing principle should apply
to all unbundled links Using a term adopted from anti-trust law, Bell
Atlantic asserts that only those links that fit the definition of an
"essentlal facility" sh uld be Bubject to cost'-plus pricing. On brief, BA-MD
contends that whenever here are practicaL competitive alternatives to the use
of a BA-MD Ilnk, then Bell Atlantic should ::ce al.lowed to market price the
Ink. mhe other partie do not different.a·e between links in this manner.
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essential; the existence and extent, if any, of additional

t 24 . db' .cos s 1ncurre y fA-MD due to unbund11ngi and the propr1ety of

recovering any of those additional costs whether by way of a

monthly charge for a link or a port, or through a non-recurring

charge. 25

We also determine that interim rates for unbundled

links and ports sha 1 be set at this time, to remain effective

until the issues 1 sted above are decided. This will enable

unbundled facilities to be resold now, a factor important to the

development of competition.

The chieJ choices before us on setting interim

unbundled DTL rates are the proposals presented by Bell Atlantic

and Staff. Bell "A tlantic proposes not setting interim rates,

saying it prefers to wait for the establishment of permanent

rates based on the -esults of the DTL unbundling study.26 Staff,

supported by MFSI-Mll, the Office of People's Counsel, and several

other parties, pronoses setting rates for unbundled links and

24 Bell Atlantic conte Ids that additional costs exist, and that these costs
include costs of reco'lfiguring its network to provide unbundled links and
ports, and costs incur-ed due to special, possibly manual, testing procedures
that BA-MD would have to employ on the unbundled faCilities.

25 As noted in the pre(eding footnote, BA-MD contends that it will incur costs
attributable to unbund ing the DTL. other parties contest the extent of these
costs, and the propripty of allocating all of them to unbundled DTL rates.
For example, Staff w tness Starkey stated that any reconfiguration costs
should be given the same treatment that Bell Atlantic used during the
l.ntroduction of t:he aevanced and expensive Signaling System 7. According to
staff, BA-MD did not 1ssign the costs of Signaling System 7 to the special
services that SA-MD as able to offer as a result of installing the new
p.quipment.

26 It should be note 1, however, that MFSI-MD suggested and Bell Atlantic
agreed to impose inti rim rates of S18 _50 per month on the unbundled links
BA-MD w1l1 sell to MF~I-MD during the course of the unbundled DTL trial.
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ports at levels tha:, when totalled, would equal (or be less

than) the price of tundled local dial tone line service. While

staff proposes its m~thod as a permanent rate structure, it also

could be used temporlrily pending final resolution of unbundling

issues.

Under Staf f' s proposal, the ratio between the prices

for unbundled links lnd ports would mirror the ratio between the

direct costs of those components. For example, assume a bundled

DTL costs BA-MD $10 00 to provide. Assume further that $8. 00

(80 percent) of the cost is attributable to the link, and $2.00

(20 percent) to the port. Assume further that BA-MD's price for

a bundled DTL is $1~ 00. Under staff's method, if we determined

that the interim unkundled rates should equal the bundled DTL of

$15.00, $12.00 (80 p~rcent of $15.00) would be the unbundled link

price, and $3.00 (2) percent of $15.00) would be the unbundled

port price.

staff and those parties in agreement contend that this

pricing allows Bel] Atlantic to recover the same revenues from

its unbundled links and ports that it does from its bundled DTL

service. They say that if 1inks and ports are unbundled into

sub-elements in the future, the methodology can be used to price

sub-elements, too. More importantly to them, they hope that

tariffing link anc port rates will encourage BA-MD to view

purchasers of thefe DTL components as customers and revenue

producers, and wi 1 encourage movement on the resolution of

permanent rates.
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Bell Atlan1 ic points to the existence of the unbundled

dial tone line trial -- at rates suggested by MFSI-MD -- to shew

that there is no harm to co-carriers in waiting for the setting

of permanent rates. In a letter dated November 21, 1995, Bell

Atlantic asserts tha BA-MD and MFSI-MD have an interim agreement

extending the terms )f the trial. Otherwise, BA-MD restricts its

arguments on DTL unbundling to contentions that we should ensure

that permanent link and port rates include BA-MD I s costs of

reconfiguring its ne:work and changing its testing procedures, as

discussed above '.

We are of th~ opinion that interim prices for unbundled

business links and ports should be set consistent with staff I s

proposal. These J,rices should allow MFSI-MD and other new

entrants to operate, while ensuring that BA-MD recovers a

proportionate share of the current bundled DTL rates. Moreover,

since Bell Atlantic's bundled DTL rates in urban areas (where

competition is mo~t likely to begin) exceed its costs of

providing the DTLs, setting unbundled rates whose sum equals the

bundled rate will produce a cushion that will help BA-MD cover

costs, if any, of ulbundling.

We deten ine that the interim rates to be developed

consistent with the structure adopted herein shall supplant those

contained in the BA-MD/MFSI-MD interim agreement for the

provision of unbuncled business links. To the extent that a new

entrant obtains Commission approval to serve residential

customers prior to the conclusion of the unbundling proceeding,

interim rates for 'esidential unbundled links and ports shall be
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developed using the Staff methodology adopted above. Bell

Atlantic's tariffs fer unbundled links and ports may specify that

business customers lay only use unbundled business links and

ports. BA-MD shall propose interim rates consistent with the

structure adopted ahove as soon as pass ible, but in no event

later than 30 days f'om the date of this Order.

D. Regulation ot New Bntrants

In the Apr 1 11, 1995 issues list, we asked the parties

to address five que ;tions pertain lng t.o our regulation of new

entrants. With the ~xception of the determination of a rate for

the termination of calls placed by BA-MD customers to the

customers of new en trants, discussed in section B. above, the

responses disclosed ~eneral agreement among the parties on these

issues.

Accordingl{, there is no dispute that, given their lack

of market power, tt e end user rates of new entrants generally

should be accepted by us as just and reasonable, with no

supporting cost. da.a. However, we retain our authority to

require cost support under appropriate circumstances, such as any

instance where the lew entrant has a dominant market position.

New entra\ Its will be controll ing bottleneck facilities

when providing intelexchange carrier access services, just as BA-

MD does. Since, in tially at least, these carriers will be small

compared to Bell Atlantic, we find that new entrants' rates for

switched access to their networks for IXCs should be capped at

the levels of BA-~D's switched access rates for IXCs. Any
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proposed switched access rate at or below the level of BA-MO's

rate will be deem€·d just and reasonable. Any proposed rate

exceeding Bell Atlantic's rate must be supported with adequate

cost data. All intlastate access charges applicable to IXCs must

be non-discriminatoly.

The partif;s agree that new entrants should be required

to allow their custcmers to presubscribe to an IXC for intrastate

long distance calls made between local access and transport areas

("LATAs"). staff, JDOS, and MFSI-MO advocate a different outcome

on the issue of pI esubscr iption for long distance calls made

within LATAs. They say that intraLATA presubscription should not

happen until BA-MD offers intraLATA presubscription. No party

voiced disagreemeJt on brief with this proposition.

Additionally, as Iliscussed later in this Order, we have

determined that ne.. local exchange entrants may not bundle

interLATA long distcnce service with local exchange services, in

order to mirror tle conditions under which BA-MD currently

operates. Accordingly, new entrants, if they so choose, need not

allow their customelS to presubscribe to IXCs for intraLATA toll

calling until BA-MD is made to do so.

The next lssue pertaining to our regulation of new

entrants is whethel new entrants should be required to offer

unbundled rate elemEnts for resale. staff and MFSI-MD, following

a process initially established for BA-MD in Case No. 8587 (see

85 Md. PSC at 21 I), agree that new entrants should offer

unbundled elements or resale when unbundling is requested by a

co-carrier, reseller, or interconnector, and wherever it is
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reasonable and ted nically feasible to do so without causing

damage to network iltegrity. These two parties also agree that

unbundling disputes should be resolved through a collaborative

open network arc) I i tecture ("aNA" ) process under staff's

supervision, with :he commission being available to resolve

issues not settled through the collaborative process. LDDS makes

similar proposals.

consistent with oU'

accepted.

staff's proposal seems workable and fair, is

established policies, and, therefore, is

Finally, there is general agreement among the parties

that we should regulate non-facilities-based local exchange

companies no differently than facilities-based companies.

However, the partie~ note that there may be situations requiring

facilities-based ( arriers to be subject to regulatory

requirements that w(luld not be applicable to resellers, such as

our decision to sUbject facilities-based carriers to the aNA

unbundling process, as described above.

principles.

E. "Packaging" of Services.by New Entrants

We agree with these

In our Apl il 11, 1995 letter, we asked if new entrants

should be permitted to package local exchange service with other

services. ci ting the lack of market power possessed by new

entrants, the parti,'s believe that, in general, packaging should

be permitted. Bell Atlantic, however, believes that new entrants

should not yet be Fllowed to bundle local exchange service with

interLATA toll serv ceo
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